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Terminology Department
Conducted by the Special Committee on Accounting Terminology of
the American Institute of Accountants

In the December, 1927, issue of The Journal of Accountancy the com
mittee on terminology published a number of tentative definitions of account
ing terms.
Letters have been received from readers of The Journal expressing pleasure
at the reappearance of the terminology department, and the committee has
received several suggestions for its attention.
Criticisms and suggestions are strongly desired by the committee, and it is
hoped that readers who have constructive thoughts on the definitions sub
mitted will communicate with The Journal of Accountancy or with any
member of the committee:
Walter Mucklow, Chairman,
815 Barnett National Bank Building, Jacksonville, Florida
Herbert C. Freeman,
60 Broadway, New York, N. Y.
F. W. Thornton,
56 Pine Street, New York, N. Y.
DEFINITIONS
The committee suggests the following definitions:

ACCOUNT:
(1) In bookkeeping, a particular group or class of entries, either in a ledger,
or in narrative or statement form in words and figures relating to a person, a
transaction or set of transactions, or a business, showing with necessary ex
planations the result of transactions and the condition of affairs at a given time.
(2) The word is frequently used to signify a monthly, or other periodic,
statement rendered by a creditor to a debtor.
(3) On stock exchanges where a periodical and not a daily settlement is the
practice, those transactions which are not for cash but which are to be settled
at the next settling day are said to be “for the account.”
(4) Generally, the term may apply to every statement which brings out in
money the result of business dealings.
ACCOUNTANT:
One skilled in the practice of accountancy.

ACCOUNTANT, PUBLIC:
An accountant who in any way offers his services to the general public.

ACCOUNTANT, CERTIFIED PUBLIC:
An accountant to whom a state has given a certificate showing that he has
met its requirements as to age, education, residence and moral character and
that he has passed the prescribed examinations in proof of his professional
ability. Such an accountant is permitted to use the designation C. P. A. as an
abbreviation after his name in the state which grants the certificate.
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ACCOUNTANCY:
The profession dealing with methods of recording business transactions, with
the correct statement of financial affairs, with the guidance of business men in
interpreting their accounts, and with the application of sound accounting
principles to future development of business, as in the preparation of budgets.
The objective is the statement of financial affairs in such a manner as to give
due effect to every material factor, making available all the light that past ac
counts can give to assist in planning for the future.
It consists of two processes: synthesis, such as is used in building up or de
signing accounts; and auditing, the object of which is to analyze the results
submitted.

ACCOUNTING:
(Noun) In law, the rendering of an account of past proceedings, as an
accounting of executors to a court, or an accounting between parties to a suit.
Accountants use the word in the same sense. The word is sometimes used by
itself as a synonym for accountancy but such use should be discouraged, al
though it forms a part of compound words signifying various branches of
accountancy.
(Verb) Exercising the functions of an accountant; preparing statements
of account; devising methods of record keeping; generally, applying correct
principles to financial records.
ACCOUNTING, ADMINISTRATIVE:
The designing and keeping of accounts especially for the guidance of those
directing the business of a concern.

ACCOUNTING, COST:
That branch of accountancy designed as an integral part of, or as com
plementary to, a general system of accounts, for the sole purpose of ascertaining
the cost of the processes, operations, products and/or complete projects.
ACCOUNTING, ESTATE:
The preparation and keeping of accounts for any property in the hands of
executors, administrators or trustees, acting under the jurisdiction of a sur
rogate’s court or similar judicial authority, in accordance with the rules of ac
counting procedure laid down by the court.
ACCOUNTING, FIDUCIARY:
The preparation and keeping of accounts for any property in the hands of
trustees, whether under the direct jurisdiction of a court or acting by virtue of
a private deed of trust or instrument of appointment.

ACCOUNTING, MANUFACTURING:
The preparation and keeping of accounts designed for and relating to manu
facturing concerns, involving particularly the proper distribution of charges
for material, labor and overhead expense.
ACCOUNTING, MERCANTILE:
The preparation and keeping of accounts relating to businesses engaged in
trading, either wholesale or retail, as distinguished from manufacturing, finan
cial, public-utility or other specific industries.
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ACCOUNTING, PUBLIC:
The practice of accountancy for a variety of unrelated enterprises which
stand towards the accountant in the relation of client and not of employer; the
work of a public accountant (q. v.).

ACCRETION:
In accounting, additions due to the operation of a plan formulated for the
purpose of accumulating funds; as, for example, a pension fund, the accre
tions to which may result from (a) the setting aside of a percentage of the pay
roll and (b) income upon the investment of funds so set aside. Distinguish
from appreciation and increment.
APPROPRIATION:
The setting aside of an amount to be devoted to some specified purpose.
The amount may be set aside out of any fund whatever, and thereafter is avail
able only for the purpose for which it was appropriated unless the appropria
tion is duly withdrawn. An appropriation may be of varying degrees of binding
force; in the case of business enterprises it may be no more than the expres
sion of an intention; in the case of a public corporation it may be finally binding.
An appropriation does not necessarily involve the ear-marking of any specific
cash or other liquid asset to carry out the purpose of the appropriation.

AUDITING:
The process of conducting an audit (q. v.). Generally it may be described as
an analytical process to ascertain, or to prove the accuracy of, items leading to
final statement such as a balance-sheet, profit-and-loss account, etc.

AUDITOR:
(1) Originally one who heard explanations of accounts, now one who ex
amines accounts.
(2) An officer appointed by some authority for the purpose of examining and
reporting on specified accounts.
BOOKKEEPING:
The work of recording systematically the transactions of a business so that
the profits, losses, assets and liabilities may be ascertained with the minimum of
work and maximum of correctness. The ascertainment of profits referred to
includes cost finding. The chief aims of bookkeeping are defined by Lisle as
(1) To record the effect of any one transaction.
(2) To record the combined effect of all transactions within a given period
so that the financial position of the concern at the end of the period may be
ascertained.

CAPITAL:
The funds belonging to the partners or shareholders of a business, invested
therein with the expressed intention of their remaining permanently in the
business.
CAPITAL EXPENDITURES:
The investment of cash or other property or the creation of liability in ex
change for property to remain permanently in the business, especially land,
buildings, machinery and equipment. The intended permanence of the in
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vestment is the chief characteristic distinguishing these investments from
current expenditures.
CAPITAL OUTLAYS:
Synonymous with capital expenditures (q. v.).
CAPITAL SUM:
This is rather a legal than an accounting term, but is used by accountants
with its legal meaning. It refers to the original amount of an estate, note, fund,
mortgage or other financial entity as distinguished from income, profit or other
accretion not of a capital nature. Thus, of an instalment mortgage it is said
that so much of an instalment is on account of interest and so much on account
of the capital sum. But if an interest-bearing obligation be renewed for a sum
including both the amount of the original note and unpaid interest thereon its
full face value may become the capital sum.

DEFICIENCY:
Usually, the amount by which the resources of a business fall short of the
liabilities, which may or may not include the amount of money invested by its
owners. Thus, from the viewpoint of creditors a deficiency would mean that
assets were less than the outside liabilities. In accounting the term is not used
except with qualifying words, as, for example, “deficiency of current assets to
meet current liabilities,” etc. Without these it means only the amount by
which unspecified assets fall short of unspecified needs. Lack of sufficient
funds to carry out a desired object may be described as a deficiency of cash for
that purpose.
DEFICIENCY—NET:
Means “deficiency”—is a redundant expression.

DEFICIT:
In accounting has a more definite meaning than “deficiency.” It is the
amount by which the total assets of a business fall short of the total of all
liabilities plus the invested capital. The expression is also applied in the
form of “net deficit” to the net result for an accounting period when the result
is the opposite of “net income” (as distinguished from “net loss” which is the
opposite of “net profit”).
DEFICIT— CORPORATE:
The deficit of a corporation. The statutes of the several states do not agree
as to what is the capital and the surplus of a corporation, hence the “corporate
deficit” is to some extent dependent upon constantly changing state laws.

DEPRECIATION:
Generally, loss of value due to wear or to physical deterioration with the
lapse of time. (See definition in The Journal of Accountancy, September,
1922, page 232.)
DEPRECIATION—ACCRUED:
In accounting, the total amount of depreciation suffered by an asset during
the period of its life up to the date at which the depreciation is computed.
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DEPRECIATION—ACTUAL:
The accrued depreciation, as determined not by any theoretical provision
but by physical inspection. It is not the difference between original cost and
present value, but its amount may be stated as a percentage, either of its
original cost or of its replacement cost at present prices. Thus, if an asset is
now worth 85% of the value of a precisely similar new asset its actual depre
ciation is 15% of either its cost or its replacement cost according to circum
stances. Actual depreciation is not to be confounded with changes of value
arising out of rising or falling scale of prices.
DEPRECIA TION—COMPOSITE:
Where a variety of assets, large in number, not wholly unrelated in char
acter, small in individual value and of varying lengths of life are to be provided
for in respect of depreciation it is not unusual to adopt a “composite rate,”
chosen to represent a fair average for the whole, thus avoiding the burden of
computing depreciation separately on each item. It is of limited application.

DEPRECIA TION—EXTRAORDINARY:
Deterioration occurs at an unusual rate under such special conditions as
those existing during the war; high-pressure operation with hurried and make
shift repairs caused rapid decay. Climatic conditions also are responsible
in many instances for rapid depreciation or disintegration. In addition to
the usual depreciation rates extraordinary allowance is needed under such
conditions.

DEPRECIA TION—PHYSICAL:
Similar to “actual” depreciation, but does not include any depreciation due
to exhaustion of earning power. It is the actual depreciation suffered, judged
by purely physical standards. Thus, the plates from which a book is printed
may suffer physical depreciation from wear, and further depreciation from the
exhaustion of their earning power as the book sales decrease with the lapse of
time.
DEPRECIA TION—THEORETICAL:
Generally, depreciation as computed on some theory. There are many
tenable theories of depreciation, the more important being described under
“ Depreciation methods.” Varying theories may assign widely varying resid
ual values to assets long in use.
DEPRECIATION METHODS:

Annuity Method:
In applying this method, it is required to ascertain the amount of an annuity
for the number of years of expected life of the asset that will, at the expiration
of that time, at some fixed rate of interest, produce a sum equal to the cost or
the replacement value of the asset. Then the amount of the annuity so ascer
tained is set aside each year to be invested for account of the depreciation fund.
This has the disadvantage that the money must actually be withdrawn from
the business and set aside, building up unnecessarily large cash reserves when
the money might with advantage be used in the business.
Sometimes the money nominally set aside is actually used for general cor
porate purposes; in that case the amount to be charged to operations each year
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is increased by an amount equal to the interest that would have been earned
by the fund had the money been invested for its benefit. If this be done the
amount set aside each year is the same as the computed diminution of residual
value at the end of each year, assuming (1) that the actual service rendered in
each year is the same and (2) that the present value of the future service to be
rendered by the asset be computed at the interest rate on which the annuity
value was based.
The earlier years then bear the smallest actual charge; this is justified by its
advocates on the ground that an asset giving, say, 50 years’ service is better
than one giving 49 years’ service by the present value of a year’s service to be
rendered 50 years hence; at the end of one year there will be an asset that will
give 49 years' service. The charge for the first year is the depreciation so
ascertained, that is, the value of one year’s service to be rendered in 50 years.

Fixed-percentage Method:
The computation of depreciation as a fixed percentage of the asset either on
the “straight line” or “diminishing value” basis.
Sinking-fund Method:
This method does not differ from the annuity method except that the funds
are never used for general purposes; they are frequently invested in the pur
chase of bonds that have been issued against the assets on which the deprecia
tion reserve is set up.

Service-output Method:
Working-hours Method:
Production-basis Method:
Production-unit-basis Method:
These are methods of computing depreciation of an asset by dividing its
cost by the anticipated number of units of production resulting from the use
of the asset during its life, and by charging to operations a sum corresponding
to the units actually produced. Similarly, where usefulness can not be meas
ured in units of product, depreciation is based on service hours in use; and in
other cases depreciation may be computed so as to distribute original cost on
the basis of charging it to operations as service of any kind is rendered; this
presupposes that total life service of the asset can be estimated in advance.
Reducing-balance Method:
Same as diminishing-value method:

Straight-line Method:
The computation of depreciation in which elapsed time is the only factor
considered. Cost is distributed over the expected life equally as to years, the
entry being a charge to operations and a credit to depreciation reserve. The
amounts so written off are not actually segregated and invested for the depre
ciation fund but are left in the general funds of the business. This is the plan
prescribed by income-tax regulations.
Composite-life Method:
See under depreciation, composite.
Diminishing-value Method:
Where such assets as office furniture, composed of many small items, are
subjected to depreciation it is common, in order to avoid the burden of keeping
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records for each item and to avoid numerous small reserves, to increase the
percentage rate of depreciation, to deduct from the value of the asset the
amount of depreciation instead of establishing a reserve, and in each year
after the first to apply the depreciation rate to the cost of the asset diminished
by the depreciation previously provided. This method charges the highest
amounts in the earliest years, a result opposite to that of the sinking-fund
method.
DETERIORATION:
Loss of value through use, wear or other physical causes; does not apply to
loss of value due to obsolescence. Implies that some of the original usefulness
remains.
EARNINGS:
In accounting, as distinguished from the ordinary meaning of wages or similar
remuneration, income derived from the operation of a property rendering a
service as distinguished from one selling commodities, but including also sales
of merchandise incidental to the service rendered; used somewhat generally
in a collective sense, as for example, “railway earnings,” referring to both
gross and net revenues from all operating sources and not from investments in
securities and similar items; used also in public utilities but in a more restricted
sense, being applied generally to gross earnings only. (See definition in The
Journal of Accountancy, July, 1922, page 68.)

EARNINGS, AVERAGE:
An inexact expression indicating the weekly, monthly or yearly arithmetical
average for a consecutive series of weeks, months or years, of revenues from
operation, either gross or net as further definition may indicate.
EARNINGS, EXTRANEOUS:
An expression of doubtful validity; more precisely stated as “extraneous
income” or “extraneous profits.” (“Earnings” being derived from the opera
tion of a property, it appears desirable to restrict this term, if used at all, to the
operation of the properties which represent the main business of an enterprise.)
In the sense of “extraneous income” or "extraneous profits” the expression
relates to income or profits from sources other than the regular business of an
enterprise, generally of a non-recurrent character or arising from conditions
beyond the regular scope of a business. The determination of such extraneous
sources of income is an important matter in investigations for financing, in
order that only income from sources which can be depended upon regularly
may be used as the basis for capitalization.
EARNINGS, GROSS:
Revenue from operating sources, before deduction of the expenses incurred
in gaining such revenues.
EARNINGS, NET:
Revenue from operating sources, after deduction of the operating expenses,
maintenance, uncollectable revenues and taxes applicable to operating proper
ties or revenues, but before deduction of financial charges and generally before
deduction of provision for depreciation and retirements.
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EARNINGS, NON-OPERATING:
See comment under “Earnings, extraneous.” If used in the sense of “non
operating revenues,” this expression covers revenues derived as a return upon
the property of the enterprise in the hands of others or from its interest in
property in the hands of others (e. g., rents, interest on bonds, dividends on
stock, etc.).
EARNINGS, OPERATING:
Revenues derived from charges for services rendered, from the sale of com
modities incidental thereto, from return on property used in the operations of
the enterprise and from interest on current funds.

ENTRY—ORIGINAL:
Following methods once universally used, some Latin countries still admit
only journals as legal books of account. Theoretically all entries are made at
the time of the transactions in the journal, which is the “book of original
entry.” Actually the entries are first made in other books—memorandum
books called borradores, etc.—but these are not legally recognized. Similarly,
accountants here speak of books of original entry meaning cashbook, journal,
sales and purchase books, blotters and any other books from which entries are
carried directly or indirectly to the ledgers. Hence an entry on a cheque stub
is not usually described as an “original entry” whereas the entry of the same
payment made in the cashbook is an “original entry.”
EXHIBIT:
In accounting, has almost the same meaning as in law; an explanatory or
illustrative statement accompanying such a principal statement as a balancesheet. In accounting, however, only statements, drawings, photos and other
paper schedules are called “exhibits,” objects such as specimens of merchan
dise, weapons, garments, used as “exhibits” in law are not used as such by
accountants.
EXPENDITURE, REVENUE:
In the double-account system of accounting, used by railroads and similar
enterprises organized under special charter in Great Britain, the expression
“revenue expenditure” is used to distinguish operating charges incurred in
gaining revenue from expenditure on capital account.
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